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TEMBEC INC. 

Tembec Inc. is a company of people 
who are building their own future. 
The unique corporate structure is 
based on a simple principle of com- 
mitment to cooperation and under- 
standing between the groups involved. 

The company was formed in 1973 
to acquire the Kipawa Mill in 
Temiscaming, Quebec. In the last 
seven years Tembec Inc. has invested 
$58 million to modernize and increase 
the capacity of the Temiscaming 
operation. 

Tembec is now recognized as a 
world leader in the production of 
sulphite chemical wood cellulose. Our 
products are used to produce rayon, 
cellophane, cellulose polymers, phar- 
maceuticals, photographic papers, 
plastics, sanitary products and 
specialty papers. 

The company sells its products on a 
world-wide basis and will have sales 
in excess of $100 million in 1981. 

Through its investment in MN 
Holdings, Tembec owns a 30% in- 
terest in Midtec Paper Corporation, a 
producer of coated paper located in 
Kimberly, Wisconsin; and 30% in- 
terest in Nitec Paper Corporation, a 
producer of coated paper and tissue 
products located in Niagara Falls, 
NEG 
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Financial Highlights 


Operations 

(in $000) 

Sales 

Net Income 

Cash Flow 

Capital Expenditures 
Working Capital 
Profit Sharing 
Shareholders’ Equity 


Per Common Share 
Earnings 

Book Value 

Cash Flow 


Other Data 

Return on Average Equity 

Tonnes produced 

Common Shares Outstanding 
Employees at year end 

Wages, salaries & benefits (in $000) 


19/9 


$ 74,466 
5,387 
7,656 
4,038 

11,953 
400 
24,068 


$ 9.37 
40.11 
13.3] 


25.2% 


137,99 | 
575,090 
3/5 

$ 11,340 


1978 


$ 66,029 
3,070 
1,103 
1/75 
8,261 


18,681 


$ 5.34 
30.26 
1.89 


17.9% 


138,378 
584,305 
922 

S$ 9,942 


Chairman’s Report 


The year 1980 marked the fourth suc- 
cessive year of increased profits for 
your company. A strong performance 
by the Temiscaming operations more 
than doubled operating profits from 
3,530,745 inel?79 10: 7,015, 500an 
1980. 

Consolidated earnings increased 
from $5,386,410 in 1979 equivalent 
to $9.37/share to $7,291,130 or 
$12.68/share in 1980. Tembec’s 
share of earnings from Midtec and 
Nitec showed a decline from 
$1,855,655 in 1979 to $275,594 in 
the current year. 

Return on average equity for your 
company in 1980 was a satisfactory 
26.3%. Cash flow from operations 


George S. Petty 
Chairman & Chief Executive Officer 


Earnings (loss) Per Share 
$ 
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amounted to $14,118,430 the 
equivalent to $24.55 per share of 
common stock approximately double 
the level achieved in 1979. 


Our Five-Year Plan 

The year 1980 saw the completion of 
the first year of our Five-Year Profit 
Plan. The broad objectives of this plan 
are to: 

1. Continue our emphasis on high 
technology development and product 
quality improvement. 

2. Increase productivity and reduce 
unit costs. 

3. Conserve both natural resources 
and protect environment. 

4. Increase our level of profitability for 
the benefit of all employees and 
shareholders. 

Capital expenditures totalled $20.5 
million in 1980. The addition of an air 
borne dryer on our No. 2 Dry 
Machine along with improvements to 
No. 1 Dry Machine increased our dry- 
ing capacity by over 40,000 AD 
metric tons per year. This increase will 
allow your company to continue to 
meet increasing customer demands in 
the future. 

The coming year will see the com- 
pletion of our major project — the 
energy recovery system. This system 
will allow Tembec to generate approx- 
imately 50 per cent of its energy needs 
from wasted material. A corollary of 
this innovation will allow some chemi- 
cal recovery and result in a major 
reduction in stream pollution. 


Cash Flow per Share 
$ 


1974 1975 1976 1977 1978 1979 1980 


The project will be completed in late 
1981 and will have a major beneficial 
impact on Tembec’s future earnings by 
offsetting the continuing escalation of 
energy costs. 

Your company is actively working 
on plans to recover and develop co- 
products generated by the sulphite 
process. Construction of an 
anhydrous Ethyl Alcohol Plant with a 
capacity of 6.0 million gallons is ex- 
pected to start in the coming year. The 
plant will supply domestic and foreign 
industrial alcohol and gasohol 
markets. 

Tembec through its wholly-owned 
subsidiary, Temfibre, is developing a 
lignin-based adhesive for the forestry 
industry. The objective of this program 
is the commercialization of a low cost 
adhesive to replace resins based on 
petroleum sources. Initial results are 
encouraging and full scale mill trials 
are scheduled for the coming year. 

Our Five-Year Plan as outlined in 
1979 is proceeding on schedule and 
we see nothing in the horizon to im- 
pede our progress. Sales in 1981 are 
projected to exceed $100 million for 
the first time in our history. 


Book Value Per Share 
$ 
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The past year was an eventful 
year, especially at Midtec. Our af- 
filiate operation at Kimberly, Wiscon- 
sin doubled its coated paper capacity 
to 300,000 tons by the installation of 
a new $(US)85-million paper 
machine, and supporting facilities. 
The “‘Gingerbelle” started producing 
coated paper on July, 14, 1980 — a 
short fourteen months after ground 
breaking. 

Normal difficulties associated with 
the start-up of a project of this magni- 
tude contributed to the lower earnings 
recorded in 1980. *‘’De-bugging” of 
the machine and equipment, and re- 
lated start-up costs will continue to 
impact negatively during the first 
half of 1981. However, the doubling 
of Midtec’s Light Weight Coated Paper 
capacity is expected to bring a major 
improvement in earnings in the latter 
half of the year. The “’Gingerbelle” is 
designed to meet demand for the 
coated paper product which has seen 
the strongest growth in the last few 
years. We expect this strong demand 
to increase as the U.S. economy 
strengthens late in 1981 and 1982. 


Midtec-Nitec 

Nitec operations continued at levels 
comparable to 1979. In late 1980 the 
expansion and modernization pro- 
gram started. The objective of this 
$18-million program is to double the 
coated paper capacity to 136,000 
tons by 1982. 

This expansion puts Midtec/Nitec 
among the forefront of producers of 
coated paper with a total capacity 
after completion of the Nitec expan- 
sion of 400,000 tons per year. Other 
rebuilds and machine speed-ups will 
provide an additional increase of 
100,000 tons between 1982 and 
1984 for a targeted capacity of 
500,000 tons by 1985. 


Meeting The Challenge 
Increasing costs brought on by infla- 
tionary pressures, high interest rates, 
higher energy and material costs will 
continue to impact heavily on com- 
pany profits in the 1980's. 

Tembec’s capital program will en- 
sure that we can cope with these pres- 
sures and improve our profitability. 

Although the pulp and paper in- 
dustry is expected to see some soften- 
ing of demand in the coming year, we 
see a continuing strong market for our 
products. Tembec has established 
itself as a world leader in the supply of 
dissolving and specialty cellulose pulp. 


Our flexibility to tailor products for our 
customers will ensure our continued 
growth in the coming year. 

The forest based companies in 
Canada are not capable of continued 
rapid growth due to reduced availabil- 
ity of resources. The challenge will be 
to provide trees for future growth and 
to maximize the value added on the 
present resource base. 

Tembec, as a resource based in- 
dustry has the opportunity to develop 
a diversified and integrated operation 
capable of sustaining the cost pres- 
sures facing us in the 1980's. The 
Temiscaming Mill currently generates 
approximately 800 tons per day of 
lignin waste material. This raw 
material will provide an unparalleled 
opportunity for your company to pro- 
duce and market a wide variety of 
chemical co-products from this 
underutilized resource. It is our inten- 
tion to continue turning challenges 
into opportunities. 


Lap ty 


George S. Petty 
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Operations Review 


Operations Review 

The first year of our Five-Year Profit 
Plan was completed on September 
30, 1980. A profit level of $7,015,536 
exceeded our projections by $2.4 
million. In spite of the fact that there 
was a delay in receiving anticipated 
grants under the Canada-Quebec 
assistance program for the moder- 
nization of the provinces pulp and 
paper industry, the increased level of 
profits allowed us to launch our 
Capital Expansion Program as 


Frank A. Dottori 
President & Chief Operating Officer 


planned. Capital expenditures totalled 
$20.5-million for the year. These in- 
cluded major additions to our Dry 
Machines, to our steam generating 
capacity and numerous other im- 
provements to the general process. 
Many of these changes were carried 
out while the mill operated; the result 
of sound planning to avoid serious 
production penalties. 

In spite of the Capital program dif- 
ficulties, the Operating Group manag- 
ed to increase production and reduce 
costs. This accomplishment reflects the 
depth and competence of Tembec’s 
employees at the Temiscaming opera- 
tion. 


Production and Costs 

Production for 1980 totalled 146,790 
AD metric tons compared to 137,991 
in 1979. Dissolving pulp, and specialty 
cellulose grades, continued to repre- 
sent virtually all of our production. 
The added productivity served to 
reduce manufacturing costs and con- 
tributed significantly to the profit levels 
achieved in the current year. 

Our manufacturing operations 
were faced with major cost increases 
in 1980 particularly for raw materials. 
In an effort to reduce the cost 
pressures and to maintain our profit 
margins the company continued to 
work closely with its customers. 
Development of lower cost grades for 
dissolving and specialty end uses con- 
tinued successfully during the year, 
bringing benefits both to Tembec and 
to our customers. 


Annual Payroll and All Benefits 


$ in millions 
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Natural gas came to Temiscaming 
in the summer of 1980 and with it 
came significant advantages for our 
operations. The use of natural gas 
not only reduced our dependence on 
imported foreign fuels but also con- 
tributed to improved environmental 
conditions in the Temiscaming area by 
the elimination of fly ash. 

In the coming years the emphasis of 
our Capital Expenditure Program will 
continue to be geared toward increas- 
ed productivity and improved product 
quality. These steps are necessary to 
offset inflationary pressures and 
changing customer requirements. 


Personnel: 

During the year the company added a 
considerable number of professionals 
to its management team. We now 
have a strong experienced manage- 
ment which has the expertise to meet 
the challenges of the coming year. 

We have introduced a full scale Ap- 
prenticeship Program in our Mainte- 
nance Department to improve our 
trade skills. The graduates from this 
program will be able to cope with the 
complexities of the new equipment 
and technology we are introducing to 
Our operations. 

At the same time we have launched 
a formal training program in our 
Operating areas to allow our opera- 
tors fo master new equipment and 
technology. These training programs 
are costly but they will be instrumental 
in ensuring that we continue to 
provide our customers with the best 
quality at minimum cost in the future. 


Capital Expenditure Program: 

Our Capital Expenditure Program was 
launched with the intent of ensuring 
the long term viability of the company 
by making it more efficient and prof- 
itable. We want to be less dependent 
on outside energy and we recognize 
the urgency of bringing our operations 
into compliance with proposed en- 
vironmental regulations. The overall 
program was subdivided into two ma- 
jor projects: 

1. Modernization, Expansion and En- 
vironmental Project 

2. Energy Recovery Project. 

The threefold objectives of the first 
project were 
® to increase mill capacity by 42,000 

metric tons per year from 142,000 

to 184,000 tons annually; 
® to continue to modernize the general 

mill and replace obsolete equip- 

ment; and 
® to implement measures so that the 

mill operations will meet proposed 

environmental regulations with 

respect to suspended solids in the 
coming years. 

The purpose of the energy-recovery 
project is to recover heat and sulphur 
dioxide by burning the spent sulphite 
liquor. This innovative process reduces 
costs and makes the mill more self- 
sufficient in energy. A second benefi- 
cial effect is the reduction of effluent 
BOD pollution. 


Our program proceeded on schedule 
during 1980, with the following 
accomplishments: 

1. The capacity of No. 1 Dry Machine 
was increased by the addition of 14 
dryers allowing production of an addi- 
tional 50 AD metric tons per day. 

2. The capacity of No. 2 Dry Machine 
was increased. This involved the addi- 
tion of an air borne dryer along with 
major drive improvements to increase 
drying capacity by 120 AD metric tons 
per day. 

3. The large winder was modernized 
and relocated as a result of the No. 2 
Dry Machine expansion. This enables 
us to meet the increased productivity 
levels. 

4. Anew 150,000 Ib/hr. Package 
Boiler was installed to supply the addi- 
tional steam as a result of increasing 
production levels. The boiler is 
equipped to burn oil or gas. 

5. Three boilers were converted to 
burn natural gas and reduce Tembec’s 
dependence on imported fuels. Gas 
became available to Tembec in 
September, 1980 following the com- 
pletion of a 40 kilometre 6” lateral 
pipeline by Trans Canada Pipelines. 


In 1981 we will direct expenditures 
of $23-million to the completion of the 
following major projects: 

1. Installation of the red liquor wash- 
ers, along with knotters, blending 
tank and related equipment. This 
project will remove suspended solids, 
collect sulphite liquor for burning and 
will improve quality control and allow 
the recovery of approximately five 
tonnes of fibre per day. 

2. A wet end and a dry end broke 
system will be installed on our No. 2 
Machine along with a rope carrying 
system to allow better and more effi- 
cient operation of the machine. 

3. A new warehouse will be con- 
structed and completed by late 1980 
to provide additional warehousing 
capabilities. 

4. One of our two Finishing Lines will 
be completely automated by the in- 
stallation of new folders, automatic 
wrapping, stamping, and bale han- 
dling. The cutter layboys will also be 
improved to meet the new capability 
of the line which will increase the out- 
put by approximately 200 tonnes per 


day. Completion of this project will 
allow us to cope with the increased 
productivity levels and customers’ 
needs. 

5. Two new deckers which are 
already on site will be installed along 
with a slusher, additional pulp clean- 
ers and blend chests to streamline and 
improve our stock handling system 
ahead of the machines. In addition, 
this program will allow us to close up 
the white water system bringing 
resultant savings in energy costs and 
substantial fibre savings. 

6. Our major Capital project is the in- 
stallation of an Energy Recovery 
System. It involves the installation of 
an Aqua-Chem evaporator system, 
the re-fit of No. 9 Boiler to burn con- 
centrated waste liquor and the neces- 
sary support equipment, including a 
gas scrubber to recover sulphur dioxide 
and heat. This system is designed to 
tie in with a proposed new Ethyl 
Alcohol Plant in which the sulphite 
liquor sugars will be fermented, the 
ethanol distilled and the residue fed to 
the recovery boiler for burning. Initial- 
ly 50 per cent of the liquor will be 
burned and the remaining liquor will 
be utilized for products such as 
lignosulphonates or other co- 
products. 


It is our intention, in the future, to 
fully utilize and develop profitable 
markets for all the components of the 
waste sulphite liquor. The energy 
recovery system is expected to start up 
in late 1981 and will bring major cost 
reductions to the Temiscaming opera- 
tions by eliminating about 50 per cent 
of the cost of fossil fuel energy. Based 
on current estimates this will mean a 
reduction of approximately $4 to $5 
million in operating costs per year 
commencing in late 1981. 

7. Alcohol Plant — Preliminary engi- 
neering has been completed on a plant 
to utilize the sugars and the waste 
sulphite liquor to produce anhydrous 
ethyl alcohol. The Plant will produce 
approximately 6 million gallons of 
alcohol for the industrial and gasohol 
markets. Construction of the plant is 
expected to begin in 1981 and to be 
completed in 1982. Upon completion, 
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the plant will provide customers, both 
domestic and on the export markets 
with a supply of alcohol that is 
cheaper in cost than that produced 
from competitive sources, such as: 
ethylene or grain. The company is 
expecting some assistance for this 
program under the various Federal 
and Provincial programs to promote 
alternate energy sources. 

8. Engineering and development work 
will continue on the many other proj- 
ects detailed in our Five-Year Profit 
Plan. Upon completion of this Capital 
program, the Tembec operations in 
Temiscaming will encompass a 
modern efficient mill which has mar- 
shalled the latest technology to meet 
the challenging demands of the next 
decade. 


Capital Expenditures — 
Actual: 1973-1980 


Capital Expenditures 
($ millions) 


Product Development: 

In the coming year Tembec plans to 
continue developing new pulp grades 
to meet specific requirements of 
various customers. Our objective is to 
develop lower cost grades which will 
reduce the cost pressures on the pro- 
ducer and the customer, thus ensuring 
continued growth to both parties. 

As outlined earlier, we have 
launched the program to produce 
ethyl alcohol as part of our develop- 
ment program. Tembec is also actively 
pursuing the development of a com- 
mercial adhesive, based on waste 
sulphite liquor, which will replace urea 
and phenol formaldehyde resins cur- 
rently used in the forest composite 
board industry. Initial development 
work has been promising and full 
scale mill trials are scheduled for 
1981. Preliminary engineering for a 
plant to produce these products has 
commenced and will be completed 
during 1981. 

The company is looking ahead at 
the challenge in environmental protec- 
tion requirements and is currently ex- 
ploring the several options available 
for the production of protein through 
the use of microbiological entities. 


Projected: 1981-1984 


Cumulative Capital Expenditures 
($ millions) 
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Fiscal Years Ending September 30 
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It is our objective that by the late 
1980's Tembec will fully utilize the 
wood entering the mill by producing 
pulp and related co-products so as to 
get the maximum value added possi- 
ble from this important renewable 
resource. 

Looking Ahead: 

In the coming year we will be faced 
with strong cost pressures, a result of 
the high interest rates and increasing 
raw material costs. The start up of 
several large capital projects will bring 
additional pressures to bear on a 
short term basis. However, in spite of 
these problems we expect to exceed 
our 1980 production levels and to 
maintain current profit margins. 

In summary, the Tembec success 
story continues. Each year the oppor- 
tunities facing us are expanding and 
we expect to capitalize on these op- 
portunities and continue our growth 
and profitability. 


Marketing Review 


The market for Tembec pulps con- 
tinued strong in fiscal 1980, allowing 
the mill to operate at capacity levels 
throughout the year. Sales exceeded 
146,000 metric tons, up slightly from 
143,000 tons in 1979. As in 1979, 
most of our sales were in dissolving 
and specialty grades, although we 
continued to produce and sell a quan- 
tity of bleached sulphite paper pulp to 
maintain a position in this segment of 
the market. 

Prices advanced in all grades dur- 
ing the year, resulting in an adequate 
increase in the average net sales value 
compared with the previous year. This 
occurred despite substantial freight 
cost increases. 


The Rising Popularity of Cellulosic 
Fibers 

Demand for dissolving pulp for the 
production of rayon continues to rise 
in many areas of the world, particular- 
ly in warm climate countries and in 
Eastern Europe. There are also strong 
indications that the share of the textile 


market taken by rayon in North America 


and Western Europe is beginning to 
stabilize as prices of cotton and 
synthetic fibers escalate. 

The rapid rise in popularity of syn- 
thetic fibers such as polyester and 
nylon has slowed considerably, not 
only because of esthetic and comfort 
difficulties associated with fabrics pro- 
duced from these materials, but also 
because of the sharply-rising prices of 
oil and natural gas required to pro- 
duce these products. 

The ability of rayon to breathe and 
absorb moisture makes it an ideal 
clothing fabric in warm-climate coun- 
tries. While cotton also has these 
desirable characteristics, the price of 
cotton has been increasing more 
rapidly than the price of the dissolving 
pulp from which rayon is produced. 
Between 1970 and 1980, the price of 
cotton has increased at a rate of 22% 
faster than the price of dissolving pulp 
and in the past year this rate of in- 
crease has escalated to over 50%. 
The price of cotton also fluctuates 
more widely from year to year than 
does the price of dissolving pulp, 


W. John Lafave 
Vice-President Marketing 


reflecting the large annual variation in 
cotton crop yields compared with 
wood pulp. In the past decade, the 
smallest annual change in the price of 
cotton was $36 a short ton and the 
largest change was $480 compared 
with $3 and $105 respectively for 
dissolving pulp. In addition to rapidly- 
rising and widely-fluctuating prices, 
cotton has the further processing 
disadvantage of developing a large 
proportion of waste as well as needing 
expensive dust-control equipment. 

The long-term outlook suggests 
even higher prices and wider year-to- 
year fluctuations for cotton. The 
rapidly-shrinking world supply of 
good farm land for cotton in competi- 
tion with food suggest smaller cotton 
crops and higher cotton prices in the 
future. On the other hand, timber- 
land, which often is not suitable for 
farming, can produce from three to 
four times the volume of fiber (in the 
form of rayon) than the volume of cot- 
ton produced on average cotton- 
growing land. 


Sales 
$ in millions 
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The continuing development of new 
types of rayon, its desirability in 
blends with either natural or synthetic 
fibers, and its use in non-wovens 
should combine to propel world de- 
mand for rayon along the upward 
track it has climbed over the past five 
years. New rayon processes add a 
more luxurious hand and improved 
shrink resistance to the high wet 
strength achieved in earlier, high- 
performance rayons. In non-wovens 
— a market in which rayon has 
played an important role since its in- 
ception — the world market for roll- 
goods sales has increased by about 
15% annually to over $2 billion in 
1980. These developments should 
also allow rayon staple to maintain its 
share of the large and competitive 
U.S. market, particularly garments 
and in garment linings, home furnish- 
ings, and non-wovens. 


Requirements for dissolving pulp for 
the production of acetate have been 
strongly bolstered by its increasing use 
in cigarette filters in all developed 
countries of the world. In the textile 
market, acetate yarns find a steady 
market in a wide variety of garments 
where its lustrous appearance and 
soft texture are desired characteristics. 

In summary, we foresee an increas- 
ingly important position for cellulosics 
in world fiber markets over the coming 
decade. 


Lower Energy Costs for 
Cellophane 

The demand for Temfilm and Temcell, 
our dissolving grades designed for the 
manufacture of cellophane, continues 
strong in spite of the stiff competition 
cellophane faces from synthetic films, 
particularly oriented polypropylene. 
The rapid rise in the price of oil and 
natural gas over the past several years 
and expectation of a continued rapid 
rise in these prices will strengthen the 
competitive position of cellophane in 
the packaging field. 

A recent study by E. |. du Pont de 
Nemours & Company indicates that 
the cost of energy for the production 
of cellophane is now lower than the 
cost of energy for oriented polypropyl- 
ene, in both cases including all energy 
costs for the production of raw ma- 
terials to finished products. The report 


concludes: ‘’Cellophane. .. because 
of the greater dependence on coal 
rather than higher-priced oil or natural 
gas, is impacted less in terms of cur- 
rent and future cost, than the ‘effi- 
cient’ newer plastic film.’ Further- 
more, cellophane is produced from 
wood pulp, a renewable resource, 
while synthetic films are derived from 
high cost oil and natural gas. 

The excellent transparency and 
printing characteristics of cellophane, 
combined with its superior runnability 
on most packaging machines provides 
a base for cellophane to hold its tradi- 
tional markets and regain markets 
previously taken over by the syn- 
thetics. The ability of cellophane to 
withstand high surface heating devel- 
oped in packaging operations and its 
excellent heat-transfer qualities for 
efficient sealing represent major ad- 
vantages over synthetic films. 

The combination of cellophane with 
synthetic films in a wide variety of 
laminates has proved effective in im- 
proving the quality of these composite 
films and this use now accounts for 
about 30% of total cellophane 
consumption. 


Other Dissolving and Specialty 
Grades 

In addition to pulps for rayon, acetate, 
and cellophane, Tembec makes a 
broad range of grades for all dissolv- 
ing and high-alpha pulp uses. Some 
of these end products include plastics, 
explosives, photographic papers, 
specialty papers, and welding rods 
coatings. 


Soaring Demand for Fluff Pulp 
The demand for fluff pulp in dispos- 
able sanitary products has been in- 
creasing rapidly in North America and 
Europe over the past 10 years and 
considerable market growth is fore- 
seen for the future. The newly- 
opening markets for disposables in 
Japan, South America, and other 
areas of the world indicate a continu-. 
ing rapid expansion in the demand for 
fluff pulp over the next several years. 


Because of the increases in ocean 
transportation costs we are limiting 
our exposure to select geographic 
locations. 

One of the fastest-growing prod- 
ucts in the disposable field is baby 
diapers. It is estimated that fluff pulp 
consumption for baby diapers in the 
United States has increased from 
about 600,000 short tons in 1977 to 
over 900,000 tons in 1980, for an 
average annual compound rate of in- 
crease of about 15%. The European 
market has also been expanding 
rapidly and now requires over 
600,000 tons of fluff pulp annually 
for disposable diapers. Although 
disposables have captured about 
70% of the baby diaper market in the 
United States and approximately the 
same share in Europe, a major new 
potential market for incontinent 
diapers is now under development 
which will provide a substantial boost 
to the demand for fluff pulp. 

Bleached chemical pulp is the 
preferred grade for disposable diapers 
because of its high brightness 
(whiteness), rapid absorption time, 
high absorptive capacity and high 
bulk. Although mechanical pulps, 


principally TMP, enjoy a small share 
of the fluff pulp market in Europe, they 
are not generally used in North 
America because they rank low in the 
preferred specifications. Expanding 
uses for fluff pulp in other disposable 
products such as sanitary napkins and 
underpads will continue to boost 
world demand for this grade of pulp. 

Temfluf pulp is now widely used for 
diapers and other disposables in 
North America and in other parts of 
the world. 

Tembec will continue to develop 
higher technology pulps for the world 
market. With our continuing expan- 
sion and modernization program our 
medium range goals of excellence are 
obtainable. 


Terrence Kavanagh 
Vice-President Technical Services 
& Development 
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Midtec - Nitec 


Total sales at Midtec and Nitec contin- 
ued to increase to new highs in 1980, 
totalling $168,368,000, including 
$114,300,000 at Midtec and 
$72,068,000 at Nitec. Earnings were 
adversely affected by normal start-up 
problems with the new coated ma- 
chine at Midtec with the result that net 
income for MN Holdings was reduced 
to $1,332,000. As operating prob- 
lems with the new equipment at 
Midtec are eliminated, earnings will 
improve substantially as the year 
progresses. 


Midtec Paper Corporation 

The major event for MN Holdings was 
the start-up of the new coated paper 
machine and related equipment at 
Midtec in Kimberly, Wisconsin. The 
new paper machine, the *’Ginger- 
belle,”’ started up on schedule on July 
14, 1980 just about 14 months from 
the date work first commenced. This 
extremely rapid construction schedule 
is probably a record for bringing on 
stream the 150,000 tons of new 
capacity represented by this addition. 
This short construction schedule and 
the use of an in-house team to super- 
vise and expedite the installation 
resulted in a substantial reduction in 
capital cost compared with most in- 
dustry projects of this magnitude. This 
$(US)85-million project includes a 
3,000 feet per minute paper machine, 
a 4,000 feet per minute off-machine 


Joseph G. Kass 
President 


coater, two re-reelers, two super- 
calenders, a winder, a rewinder and 
roll-wrapping equipment all housed in 
a new six million cubic foot building. 
The “Gingerbelle”’ is designed for 
the production of lightweight coated 
publication grades, that segment of 
the coated paper market which has 
made the most significant contribution 
to the increase in coated paper demand 
over the past few years. Since most of 
the tonnage from this machine is sold 
under long-term contracts to partici- 


pating printers and publishers, Midtec 
is in a strong position to capitalize on 
future market strengths. 

Plans are underway for speedups 
and modernization in the original mill 
which houses five coated paper 
machines producing a full line of 
heavier-weight papers in both rolls 
and sheets. Upon completion of its ex- 
pansion in 1984, Midtec will have a 
capacity of 380,000 tons of coated 


paper. 


Nitec Paper Corporation 

The expansion and modernization 
program at Nitec in Niagara Falls, 
New York, got underway at the end 
of 1980 with the objective of almost 
doubling coated paper production by 
1983. Work was begun on No. 2 
Paper Machine to install a new head- 
box, fourdrinier and press, and a 
controlled-pressure finishing stack. 
This will increase machine speed from 
1,000 fpm to 1,800 fpm and im- 
prove formation in the base sheet. A 
similar expansion and modernization 
program subsequently is scheduled for 
No. 1 Paper Machine. 

Upon completion of this program 
Nitec will have a coated paper capaci- 
ty of 136,000 tons and MN Holdings 
coated paper capacity will exceed 


500,000 tons, making it the fourth or 
fifth largest producer in the United 
States. 

In addition to increased tonnage, 
Nitec will be able to produce lighter- 
weight coated papers of improved 
quality. 

While no capacity additions are 
planned in tissue paper production at 
Nitec, continuing attention will be 
given to streamlining the converted 
product line and directing jumbo roll 
production into more profitable 
markets. 


Markets for Coated Paper 
After a marked slowdown in the 
spring of 1980, the market for coated 
paper regained some of its former 
gloss. The productive capacity of the 
Gingerbelle and one other coated 
groundwood machine started to im- 
pact the market place late in 1980 
with the result that these grades are 
now in relatively good supply. 

While U.S. shipments of coated 
paper rose 5% between 1979 and 
1980, this increase was due to contin- 


uing additions to capacity. This 
allowed domestic producers to push 
out of the U.S. market over 75,000 
tons of imports and to virtually 
eliminate the demand for substitute 
uncoated grades by year end. 

As the U.S. economy improves, as 
expected in the latter part of 1981, an 
upsurge in coated paper demand is 
foreseen. This strength in the market 
for coated paper should also result in 
reasonable operating rates for the in- 
dustry in the next two to three years, 
in spite of continuing additions to 
capacity. 

The increasing strength of Midtec 
and Nitec in the lightweight segment 
of the market and the ability of MN 


Sales Company to provide a full line of 
coated papers for printing, publishing, 
and specialty uses puts MN Holdings 
in a strong competitive position in the 
industry. 

Tembec has a 30% equity interest 
in MN Holdings which has 100% 
ownership of Midtec and Nitec. 


Financial Review 


Financial Review 

The continuing improvement in pro- 
fitability that occurred in 1980 as pro- 
fits rose to $7,015,536 significantly 
strengthened the financial position of 
the corporation and allowed it to con- 
tinue and accelerate its Capital expen- 
diture program. Completion of this 
program will strengthen our 
Temiscaming operations further and 
greatly improve our future earning 
capabilities. 


Thomas W. Laberge 
Vice-President Finance and 
Treasurer 


Consolidated gross sales amounted 
to $90,627,918. Increase in sales 
volumes coupled with significant price 
increases in all pulp categories con- 
tributed to this 22% increase over the 
corresponding figure for 1979. 

Operating costs amounted to 70% 
of gross sales in 1980 which is a 3% 
reduction from the comparable figure 
for 1979. The increase in the produc- 
tion level by 27 metric tons per day on 
an average helped us weather the 
negative effects of a 15% increase in 
the cost of wood, chemicals and fuel 
during the year and bring about this 
overall reduction in costs. 

Net consolidated income amounted 
to $7,291,130 for the year or $12.68 
per common share. This represents an 
increase of 35% over the correspond- 
ing figure for 1979 and reflects a 24% 
return on common shareholder equity. 


Changes in Working Capital: 
Funds generated from the operations 
amounted to a healthy $14,118,430, 
or $24.55 per share compared to 
$7,656,351 or $13.31 per share a 
year ago. This strong operating per- 
formance enabled us to defer the 
draw-downs on long term financing 
and avoid additional interest costs 
which might otherwise have been 
incurred. 

Our working Capital position on 
a consolidated basis decreased to 
$9,570,569, a ratio of 1.52 from 
$11,533,254, a ratio of 2.12. The 
largest single contributing item to 
this decrease in working Capital is 
accounted for by our investment in 
new fixed assets which amounted to 
$20,585, 145 during the year, an 
increase of $16,547,212 over 1979. 


Had we elected to finance more of 
these fixed asset additions with long- 
term debt we could have increased 
our working Capital ratio to 1.91 by 
increasing current assets 7.3 million at 
the expense of long-term debt 
available for our use. 


Financing: 

In February, 1980 terms of a re- 
financing package with the Mercantile 
Bank of Canada and the Toronto- 
Dominion Bank were concluded. This 
new financing package provides for a 
term loan funding of $25-million and 
a working line of $8-million shared 
evenly between the two financing in- 
stitutions. In 1980 the company met 
and surpassed all of the convenants 
provided for in the new loan 
agreements. 

During the year the company had 
anticipated receiving grants under the 
Canada-Quebec assistance program 
to modernize the pulp and paper in- 
dustry, however the application was 


not approved until early 1981. We are 
confident we will be receiving funds in 
the coming year. 


Capital Program: 

Our investment in new fixed assets 
amounted to $20,585, 145 during the 
year. The major expenditures in the 
Dry Machine and Finishing areas have 
generated increased productivity and 
it is expected they will contribute to 
significant volume increases in 1981 
and future years. 

Disbursements in the order of $10- 
million were made toward the energy 
recovery system. This project is on 
schedule and it is expected that the 
mill will be in a position to burn waste 
sulphite liquor by late summer 1981 
thereby generating significant savings 
in energy costs. 

Our ability to generate funds 
through operations have kept pace 
with inflationary increases in the 
Capital program and it is expected 
that the entire program will be com- 


pleted as planned or possibly ahead of 


schedule. 


The Decade Ahead: 

Tembec has endured the growing 
pains of its formative years and is now 
recognized as a leading producer of 
chemical wood cellulose. We have met 
the trials of the ‘70's and now are 
preparing ourselves for the challenges 
ahead. 

The 1980's will see us expand into 
the production of ethyl alcohol and the 
development of other co-products and 
will assure our continued leadership 
in the industry as well as increased 
profitability. 

We have proven our ability to 
weather economic downturns and 
have qained the confidence of our 
customers and financial backers. With 
the assistance of these partners as 
well as continued cooperation from a 
well-motivated work force the 1980's 
will truly belong to Tembec. 


Change in Financial Position 
Funds generated by operations in 
1980 amounted to $14,118,430., an 
increase of 84% over the correspond- 
ing figures for 1979. Refinancing of 
our long term debt provided an addi- 
tional $5,999,806. These funds were 
used to retire a portion of the existing 
long term debt amounting to 
$1,384,264. as well as for dis- 
bursements on our Capital program 
totalling $20,585, 145. While our 
working capital decreased by 
$1,982,685. for the year we continue 
to enjoy a healthy position with a ratio 
of o2ah 


Foreign Exchange 

The Company continues to benefit 
from the exchange differential be- 
tween Canadian and United States 
dollars. As a result of making sales in 
U.S. currency during 1980 we 
generated in excess of $10.8 million in 
additional revenues as compared to 
$9.5 million during 1979. 


As a matter of Company Policy $60 
million per year representing approx- 
imately 60% of anticipated U.S. dollar 
receipts have been ‘‘hedged’’ forward 
in each of the next several years. In 
198] this will ensure us an average 
realization of $1.17 Canadian per 
U.S. dollar. 


Inflation Accounting 

While recognizing the importance of 
reflecting the impact of inflation on 
your company’s position and 
operating results, specific numbers 
have not been included in this year’s 
report. We are unable at this time to 
place an appropriate value on our 
fixed assets that would be comparable 
with other companies in the pulp and 
paper industry. 


Retirement Income Program 

On October 1, 1980 Tembec intro- 
duced a retirement income program 
for all employees. This program con- 
sists of two parts. Part One is design- 
ed to provide a basic monthly income 
after retirement. All employees 
automatically become members and 
the company pays 100% of the cost. 


Part two of the program consists of 
voluntary retirement savings and in- 
centive plan for which the company is 
prepared to match up to one-third of 
employee contributions. 

At the inception of the plan the un- 
funded liability for past services for 
both Unionized and Non-Unionized 
employees amounted to $651, 143., 
this liability will be retired over a 15 
year period. 

The benefits offered by the Com- 
pany funded portion of the plan 
represents, another step in our pro- 
gram to move Tembec to a place of 
prominence in the industry. 


Consolidated Balance Sheet 


September 30,1980 


ASSETS 
1979 
Current: 
Cash $649 115 
Term deposits 1,500,000 
Accounts receivable — trade (note 6) 6,046,787 
— affiliated companies 653,285 
Inventories (notes 2 and 6) 12,844 502 
Prepaid expenses 281,933 
Total current assets 21.6/5 622 
Investment in a company subject to significant 
influence (note 3) 8,878,986 
Fixed assets (notes 4 and 6) 37.972 547 
Less accumulated depreciation 6,368,178 
31,604,369 
Other assets (note 5) 553, 133 
$62,912,110 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
1979 
Current: 
Bank indebtedness $ — 
Accounts payable and accrued charges 8,666,360 
Account payable to Rexfor 192,398 
Current portion of long-term debt (note 6) 1,463,610 
Total current liabilities 10,322,368 
Long-term debt (note 6) 19,698,727 
Deferred government assistance (note 4) — 
Deferred income taxes 8,023,554 
Minority interest 49 
Shareholders’ equity: 
Capital stock (note 7) 1,248, 127 
Contributed surplus (note 8) 3,019,525 
Retained earnings 19,199,760 
24,067,412 
$62,912,110 


See accompanying notes to the consolidated financial statements 


On behalf of the Board: 


Director 


ae Gey. $ Miles 
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Gross sales 
Freight, commissions and other 


Consolidated Statement of Income and Retained Earnings 


For the year ended september 30, 1980 


1979 


$74,466,194 
9,123,589 


Cost of sales (including depreciation of 
$1,758,708 for 1980 and $1,542,242 for 
1979) 


65,342,609 


54,166,674 


11,173,735 


Expenses: 

Selling, general and administrative 

Amortization of pre-operating costs 

Amortization of development costs 

Interest on short-term borrowings 
(after deducting interest revenue 
of $135,412 in 1980 and $103,537 
in 1979) 

Interest and financing charges on long-term 
debt (after deducting interest of 
$1,970,533 in 1980 and $492,746 in 
1979, capitalized on construction projects) 

Employees’ profit sharing 


Share of consolidated earnings of a 
company subject to significant influence 


Income before income taxes 
Deferred income taxes 


1,958,481 
53,533 
79,230 


194,439 


2,490,389 
400,161 


5,176,233 
5,999,702 


1,855,665 


7,899,367 
2,468,957 


Net income for the year 
Retained earnings, beginning of year 


Retained earnings, end of year 


Earnings per share: 
Net income for the year 


See accompanying notes to the consolidated financial statements 


5,386,410 
13,813,350 


$19,199,760 


$9.37 


Consolidated Statement of Changes in Financial Position 


For the year ended september 30, 1980 


See accompanying notes to the consolidated financial statements 


1979 
Sources of working capital: 
Operations — 
Net income for the year $ 5,386,410 
Items which do not provide or use funds: 
Depreciation and amortization | 704,433 
Deferred income taxes 2,468,957 
Loss (gain) on disposal of fixed assets (47,784) 
Share of consolidated earnings of a 
company subject to significant influence (1,855,665) 
Funds provided by operations 7,606,351 
Refinancing of term loan 17,700,000 
Less existing loan 11,700,194 i 
Issue of mortgages 17,218 
Government grant a 
Decrease in advances to affiliated companies 
(note 3) 581,212 
Proceeds on disposal of fixed assets 124,260 
Reclassification of current maturities of 
long-term debt 1,008,000 
Total sources of working capital 9 389,04] 
Applications of working capital: 
Long-term loans to employees 31,149 
Increase in advances to affiliated companies 
(note 3) = 
Fixed assets acquired 4,037,933 
Patent acquired = 
Deferred financing charges Ve 
Development costs 9,200 
Repayments of long-term debt 2,022,\7/ 
Total applications of working capital 6,097,239 
Increase (decrease) in working capital 3,271 802 
Working capital, beginning of year 8.26) 452 
Working capital, end of year >|] 503,254 
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Notes to Consolidated Financial Statements 


September 30, 1980 


1. Significant accounting policies 

a) Investments 

The investment in the company subject to 
significant influence (MN Holdings Inc. and its 
subsidiaries Midtec Paper Corporation and 
Nitec Paper Corporation — herein referred to 
as affiliated companies) is accounted for on the 
equity basis. The investments in Temfibre Inc. 
(wholly-owned) and Tembois Inc. (51% 
owned) are consolidated. 

b) Inventories 

Finished goods are valued at cost (on a first-in, 
first-out basis) or net realizable value, 
whichever is lower. Other inventories are 
valued at the lower of cost (on a first-in, first- 
out basis) and replacement cost. 

c) Fixed assets and depreciation 

Fixed assets are recorded at cost less accu- 
mulated depreciation. Depreciation is provided 
in the accounts on a straight-line basis over the 
estimated service lives of the related fixed assets 
as indicated in note 4. 

Government grants relative to the acquisition 
of fixed assets are deferred and amortized to in- 
come on the same basis as the related fixed 
assets are depreciated. 

d) Deferred pre-operating costs and amortiza- 
tion 

Costs incurred related to the period prior to 
commencement of commercial production were 
deferred and are being amortized against in- 
come on a straight-line basis over a period of 
ten years, ending in 1983. 

e) Deferred development costs and amortiza- 
tion 

Costs incurred related to development of new 
products and processes are deferred and amor- 
tized against income on a straight-line basis 
over a period which should correspond to the 
payback period, not to exceed five years. 

Government grants relative to the cost of 
developing new products are accounted for as 
a reduction of the corresponding development 
costs. 

f) Deferred financing charges and amortization 
The charges related to obtaining long-term 
loans are deferred and amortized on a straight- 
line basis over the duration of these loans. The 
amortization of these charges ($59,095 in 1980 
and $29,428 in 1979) is included in interest 
and financing charges on long-term debt 
shown in the consolidated statement of income. 
g) Interest capitalized on construction projects 
Interest capitalized is calculated based on the 
average value of construction in progress dur- 
ing the year using interest rates paid by the 
company on long-term loans. 

h) Translation of foreign currencies 

Current assests and liabilities which will be 
realized in foreign currencies are translated into 
Canadian dollars at rates of exchange prevail- 
ing at the year-end. 

Other assets and liabilities which will be 
realized in foreign currencies are translated into 
Canadian dollars at rates of exchange prevail- 
ing at dates of transactions. 

Net translation gains or losses are taken into 
income. 


2. Inventories 


Finished goods 


Wood and expenditures on logging operations 


Supplies and materials 


3. Investment in a company subject to 


significant influence 


Shares of MN Holdings Inc. : 


1,885,714 Class A preferred shares 
2,682,867 Class B preferred shares 


450,000 Common shares 


Share of consolidated earnings, beginning of year 


Share of consolidated earnings for the year 


Share of consolidated earnings, end of year 


Loans and advances to subsidiaries of MN Holdings Inc. : 


Midtec Paper Corporation 
Nitec Paper Corporation 


4. Fixed assets 


1980 
Accumulated 
depreciation 


1980 


$ 2,816,860 


8,900,122 
4,649,491 


$ 16,366,473 


1980 


$ 1,885,714 


2,682,867 
656,514 


5,229,095 


3,138,903 
275,594 


3,414,497 
8,639,592 


409,675 
369,899 


779,574 


$ 9,419,166 


Net book 
value 


1979 


$ 2,075,089 
7,416,380 
3,353,033 


$ 12,844,502 


979. 


$ 1,885,714 
2,682,867 
656,514 


D2 2075 


1,283,238 
1,855,665 


3,138,903 
8,363,998 


367,091 
147,897 


514,988 
$ 8,878,986 


1979 
Net book 
value 


Estimated 
service 
lives (years) 

Fixed assets 
Land — 
Land improvements 20 
Mill 20 
Mill equipment 20 

Trucks and 

automobiles 3-9 
Mobile equipment 5 


Furniture and fixtures 5-12 
Leasehold improvements 5 
Linings and shells 8 
Houses 25 


$ 207,700 


363,737 
1692761 
21,298,778 


122,83] 
680,554 
pa AW Sw) 

64,681 
959,383 
652,196 


39,763,972 


Assets held for resale 
Construction in progress 


18,530,634 


$ 58,294,606 


3,776,478 
2,910,423 


73,787 
609,526 
105,072 

34,282 
364,779 

84,285 


8,053,049 


$ 8,053,049 


207,700 
269,420 
11,416,283 
18,388,355 


49,044 
71,028 
116,179 
30,399 
594,604 
367; 91M 


31,710,923 


18,530,634 


$ 50,241,557 


$208,251 
287,607 
12,047,046 
10,045,553 


632 
61,534 
115,393 
41,01] 
SI TS7 
393,617 


23,711,860) 


40,000 
7,852,568 


$ 31,604,369 


Over the next few years, Tembec Inc. will continue to make significant capital expenditures relative to 
its modernization and expansion of plant program. A portion of the expenditures incurred in the cur- 
rent year and to be made in the next few years qualifies for grants under a federal-provincial pro- 
gram; however, agreements have not yet been finalized and accordingly no receivable related to 
government assistance has been recorded as at September 30, 1980. 


5. Other assets 


Deferred charges 
Pre-operating costs 
Financing charges 
Development costs 


Long-term loans to employees 
Patent 


1980 


$ 160,601 
107,143 
28,399 


296,143 
272,576 


10,000 


$ 578,719 


1979 


Se 35 
51,442 
25,787 


291,364 
261,769 


$ 553/133 


Temfibre Inc. is eligible to receive over the next few years government grants for the financing of the 
costs of developing new products amounting to approximately $1,491,000. As at September 
30,1980 a grant of $10,556 has been recorded and is included in accounts receivable. The grants 
will be paid as the eligible development expenses are incurred and approved. 


6. Long-term debt 


Advances from Rexfor, a shareholder, bearing interest at a 
rate based on the profitability of Tembec Inc. but not to ex- 
ceed the prime rate plus 1%, $1,000,000 being repayable 
annually thereafter, against which a floating charge on the 
assets of Tembois Inc., a subsidiary has been given. Interest 
was at the prime rate plus 1% in 1980 and 1979. 

Term loan, bearing interest at 13/4% over the prime rate, 
repayable in quarterly instalments of $625,000 from June 
1982 to March 1992, against which the accounts receivable, 
the inventories and first mortgage bonds are pledged as 
collateral. 
First mortgage bonds at 9'/2% repaid during the year 
Loan from Rexfor, a shareholder, bearing interest at 1% 
over prime rate, repaid during the year. 

Mortgages, 111/4% to 15!/4%, repayable in monthly in- 
stalments of $1,733 (capital and interest), maturing in 
2000, against which the related houses and land are 
pledged as collateral. 


1980 


$ 7,616,969 


17,700,000 


129,419 


25,446,388 
1,003,045 


$ 24,443,343 


1979 


$ 8,418,241 


12,186,528 
138,350 


400,000 


19,218 


21,162,337 
1,463,610 


$ 19,698,727 


During the year, the company refinanced its term loan in the amount of $12,186,528 as at 
September 30,1979 by a new term loan in the amount of $25,000,000 of which $17,700,000 had 


been drawn down as at September 30,1980. 


The first mortgage bonds are guaranteed by a specific charge on all the assets and rights of 
Tembec Inc. (excluding the houses owned by Tembec Inc. and the land on which they are built), and 


by a floating charge on Tembec’s undertakings and future assets. 


Maturities of long-term debt for the four years following September 30, 1981 are as follows: 
$2,253,000 in 1982, $3,504,000 in 1983, $3,505,000 in 1984 and $3,506,000 in 1985. 


7. Capital stock 
Authorized: 


87,662 Class A preferred shares, 6% cumulative, participating, voting, of a par value of $6 
each, redeemable at par plus unpaid cumulative dividends. Cumulative dividends com- 


mence three years after the date of issue. 


10,000 Class B preferred shares with a par value of $100 each, all being redeemable for an 
aggregate total price of $1, with non-cumulative dividends payable annually at the rate 


of 1% commencing in 1983. 
1,000,000 common shares without par value. 
Issued and fully paid: 


10,000 Class B preferred shares 
575,090 common shares 


1980 


$ 1,000,000 
248,127 


$ 1,248,127 


179 

$ 1,000,000 
248,127 

$ 1,248,127 


26 


Tembec Inc. has committed itself not to redeem or purchase the Class B shares until the advances 
made by Rexfor to Tembois Inc., a subsidiary, have been fully repaid. 
8. Contributed surplus 
This amount is represented by grants received in prior years from the Department of Regional 
Economic Expansion (D.R.E.E.). 
9. Related party transaction 
Significant transactions with related parties were as follows: 
Tembec sold pulp to subsidiaries of a company subject to significant influence for an amount of ap- 
proximately $2,900,000 in 1980 ($1,400,000 in 1979). Through an agreement, Tembec provides 
pulp for these subsidiaries and renders other services to them for which a fee of $300,000 U.S. was 
paid in 1980 ($150,000 U.S. in 1979). 

During 1980, Tembec agreed to convert accounts receivable from Nitec Paper Corporation in the 
amount of $409,640 into a long-term investment. This amount is included in the investment in af- 
filiated companies. No terms have been determined. 


10. Segment information 


The company operates in one geographic location and makes virtually all of its sales outside of 


Canada. 


11. Remuneration of directors and senior officers 
During 1980, the total remuneration paid or payable to the directors and senior officers of the com- 


pany amounted to $712,000. 
12. Investment tax credit 


Tembec Inc. has available approximately $2,839,000 of investment tax credits, which may be used 
in future years to reduce the income taxes otherwise payable to the federal government. These credits 
are an incentive given by the federal government to encourage investment in manufacturing facilities. 

Of the total amount of $2,839,000, $382,000 can be used until 1981, $248,000 until 1982, 
$91,000 until 1983, $331,000 until 1984 and $1,787,000 until 1985. 


13. Contingent liability 


A supplier is claiming from Tembec Inc. an amount of $683,410 for an alleged breach of contract. 
This claim is being vigorously contested by the company. 


14. Commitments 


Under its capital expenditure program, the company has made commitments totalling approximately 
$5,100,000 relating to the modernization and expansion of its plant. 

Tembec Inc. has entered into foreign exchange contracts and as at September 30, 1980, open ex- 
change contracts covered the net cash flow anticipated from sales made in U.S. currency for approx- 
imately the next three years at rates averaging $1,157 Canadian for each $1.00 U.S. The amount of 


open contracts may vary from time to time. 


Auditors’ Report 


To the Shareholders of Tembec Inc.: 
We have examined the consolidated 
balance sheet of Tembec Inc. as at 
September 30, 1980 and the con- 
solidated statements of income and 
retained earnings and changes in 
financial position for the year then 
ended and have obtained all the infor- 
mation and explanations we have re- 
quired. Our examination of the finan- 
cial statements of Tembec Inc. and 
Temfibre Inc., a subsidiary, was made 
in accordance with generally accepted 
auditing standards, and accordingly 
included such tests and other pro- 
cedures as we considered necessary in 
the circumstances. We have relied on 
the reports of the auditors who have 


examined the financial statements of 
the other subsidiary and of the com- 
pany subject to significant influence. 

In our opinion, and according to 
the best of our information and the ex- 
planations given to us, and as shown 
by the books of the company, these 
consolidated financial statements are 
drawn up so as to exhibit a true and 
correct view of the state of the affairs 
of the company as at September 30, 
1980 and the results of its operations 
and the changes in its financial posi- 
tion for the year then ended in accor- 
dance with generally accepted ac- 
counting principles applied on a basis 
consistent with that of the preceding 
year. 


Montreal, Canada, WL lores ” 


December 3, 1980. 


Chartered Accountants 


Seven Year Review 


Sales & Earnings: 1979 1978 1977 1976 1975 1974 
Gross Sales © 74466 $ 66,329 $ 46343 $ 37,331 $. 38,473 $ 46,9/6 
Freight, Distribution & Other 9,123 9,766 3,208 932 1,065 3/113 
Net Sales 65,343 56,563 43,134 36,399 37,408 43,863 
Cost of Sales 52625 51,866 38337 30,286 30,510 24,046 
Operating Profit 12747 4,697 4,795 6,113 6,898 19,817 
Selling and Administration Expense 1,958 1,813 1043 oT 1,051 2,156 
Interest Expense 2,685 ie 702 1,744 1,126 429 21 
Depreciation and Amortization 1,674 1,643 1,403 1,270 80] ],001 
Profit Sharing oS ae = 204 310 1,010 
Income Taxes — Deferred (Note) 2,469 (327) (79) 1,298 1,991 6,615 
Share of Earnings (loss) of affiliates (Note) 1,856 3,317 242 (3,059) 453 33] 
Net Income (loss) 5, 367, 3,070 425 (1,772) 2,769 9,345 


Assets and Capitalization: 


Current Assets $ 2),8/6'$ 24,0883 28,8643. 29,555 $ 29,198 3. 30,596 
Current Liabilities 10,322 15,827 18,376 15,226 15,507 15,606 
Working Capital 11,554 8,261 10,488 14,329 9,611 14,990 
Plant & Equipment at Cost 3/,972 34,073 32,793 29,92) 21,090 8,853 
Accumulated Depreciation 6,368 4,888 3,629 2,109 L757 1,009 
Additions to Fixed Assets 3,899 1,280 2,871 8,831 12,237 6,453 
Long Term Investment in Affiliates 8,879 7,605 erie) 91) 3,372 2,271 
Total Assets 62,912 61,556 62,194 48,382 49,618 41,895 
Long-Term Debt 19,699 20,694 21,990 21,066 11,000 8,987 
Deferred Income Taxes 8,824 6.390 6,657 6,736 5,430 1,896 
Cash Flow from Operations 7,656 1 103 1,553 3,945 6,155 10,914 


Financial Data: 


Common Shares 575,090 584,305. 584,305 584,305. 578,305 ~ 549,205 
Book Value per Share $40.11] $30.26 $24.44 $2175 $19.00 $11.37 
Shareholders’ Equity 24,068 18,681 15,611 15,353 17,601 15,406 
Net Income (loss) per Share $9.37 $5.25 $0.69 $(2.73) $3.30 $8.91 
Cash Flow Per share 13.3] 1.89 2.65 6:75 10.64 19.87 
Production (tonnes) 13/99) 138,378 122,751 106,270 122 994 120,998 
Number of employees 575 522 2? 544 582 600 
Annual Payroll and all Benefits $11,340,262 $9,542,228 $8,794,679 $8,578,005 $7,786,980 $5,852,355 


NOTE: 1) All taxes are deferred except for 1974 
2) Including an extraordinary gain of $788,000 on disposal of majority interest. 
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Directors 


George S. Petty 
Chairman & Chief Executive Officer 


Frank A. Dottori 
President & Chief Operating Officer 


James F. Chantler 
Vice-President Manufacturing 


Robert DeCoster* 
Chairman & Chief Executive Officer 
Sidbec 


Charles Carpenter 
Former President, Local 233 
Canadian Paperworkers Union 


Gordon Lackenbaver 

Pitfield, Mackay, Ross & Company 
Limited 

Jean Paul Zigby 

Partner — Desjardins Ducharme 
Desjardins et Bourque 

Joseph Mason 

Vice-Chairman 

Chairman — Halcyon Investments 
Inc. 


* Effective March 12, 1981. 
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Georges A. Pouliot, Q.C. 
Partner 
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Tembec Inc. 

Head Office 

1155 Dorchester Blvd. West 
Montreal, Quebec 

Canada H3B 2H9 

Tel.: (514) 871-0137 

Tlx. 05-24325 
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Tel.: (819) 627-3321 
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